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CoMPTROLLER GENERAL OF THE UNITED STaTszs, 
Washington, D. C., July 10, 1957. 
Hon. THomas 8S. Gorpon, 
Chairman, Committee on Foreign Affairs, 
House of Representatives. 

Dear Mr. CrarrMan: During testimony by this Office before your 
committee on June 25 last in connection with the mutual security 
program, several members of the committee presented questions 
which it was agreed that we would examine and furnish reports 
thereon to the committee at a later date. 

We are pleased to transmit herewith four copies of memorandums 
which outline the substance of the respective questions and our 
response thereto. 

We appreciate the opportunity which the recent hearings afforded 
to discuss certain aspects of the mutual security program, and take 
this occasion to assure you of our readiness to be of service to the 
committee or its members in any way that we can. 

Sincerely yours, 
JosePH CAMPBELL, 
Comptroller General of the United States. 


ANSWER TO Question By Hon. CLEMENT J. ZABLOCKI ON MAJor 
ConTRIBUTING FacTors TO DEFICIENCIES IN ASSISTANCE PROGRAM 
FOR KOREA 


In our report to the Congress we related certain general problems 
which the assistance program has faced which were not entirely within 
the province of International Cooperation Administration to resolve 
and stated that these problems together with faults of the agency 
accounted largely for certain deficiencies in the administration of the 
assistance program, described in our report. 

In considering the question by Mr. Zablocki we are confronted by 
the fact that the general problems and the failings of the agency are 
not separate and unrelated factors but rather are closely interrelated, 
and that elements of both were present in some degree in most if not 
all activities wherein we have pointed to deficient conditions. How- 
ever, to attempt to measure the degree to which these factors con- 
tributed to the deficiencies presents the questions of not only what 
elements were present in each deficiency but how much influence each 
element exerted. In our opinion the situation here with respect to 
Korea does not lend itself to such analysis and evaluation by any 
logical process. 

Perhaps a representative example will best illustrate this point. 
We stated that the fertilizer import program did not achieve some of 
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its basic objectives. Poor distribution procedures of the Korean 
Government resulted in reported artificial scarcities and black-market 
operations. The inability of the OEC to monitor distribution and 
other practices in the field, due to staff shortages, prevented the agency 
from receiving timely information on conditions in the provinces on 
which representation could have been made to the Korean authorities 
for corrective action. In addition, sales proceeds fell far short of the 
amounts contemplated by the agency. This was due to the unrealistic 
pricing policy established by the Korean National Assembly wherein 
sales prices did not take into account handling, distribution, ‘and other 
local costs. However, the agency was slow in insisting on a more 
adequate pricing policy and more efficient collection procedures. 
Furthermore, OEC did not receive timely and reliable reports from 
the Korean authorities and thus did not have nec essary information 
on the disposition of sales proceeds. On the other hand OEC did not, 
although it could, determine independently the gross sales proceeds 
due, but instead depended upon Korean reporting. 

In the above case we think it is difficult if not impossible to say 
whether more informed knowledge by ICA of the policies and pro- 
cedures of the Korean Government and their effectiveness prior to 
the FOA/ICA fertilizer program, closer and more alert contact with 
how the program was moving, more energetic effort to keep informed 
on fiscal operations, and a stronger position with the Korean Govern- 
ment, would have substantially offset the adverse effects of the Korean 
practices in respect of the fertilizer import program. 

Conditions similar in nature to those of the above program were 
generally common in varying degree to most if not all deficiencies 
related in our re port. Accordingly we cannot express a judgment for 
the program as a whole or for individual activities examined by us 
as to whether the deficiencies reported by us are attributable prin- 
cipally to general problems in Korea or to inadequacies in administra- 
tion by the agency; we can only say that elements of both contributed 
in some measure to each of the deficient conditions. 


ANSWER TO Question By Hon. Epna F. Ketiy on Overseas TRANS- 
PORTATION AND Cost oF RUNNING COLONEL SyraNn’s OFFICE OF 
TRANSPORTATION 


Mrs. Kelly initially inquired as to a possible difference in cost 
between the De ‘partment of Defense and General Services Administra- 
tion in the overseas shipment of material under the mutual security 
program. ‘This inquiry led to her request for the cost of operating 
Colonel Syran’s office and that of GSA. These inquiries involve a 
number of separate and to some extent unrelated elements. We 
believe that we can best respond to these inquiries by describing 
briefly how overseas transportation is administered for the various 
segments of the mutual security program. 

The Office of Transportation under Colonel Svran is a service and 
staff organization of International Cooperation Administration (ICA) 
and as a rule is not responsible for the physical movement of ICA 
financed aid goods. The bulk of aid goods is procured and shipped 
through the regular channels of commercial trade; supplier and 
importer arrange for overseas shipment in the same manner as for 
import transactions not coming within the aid program. By arrange- 
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ment between the recipient government and ICA some goods are 
procured through GSA which directs the contractor when and where 
to deliver, usually to the United States port of shipment. GSA acts 
as forwarder in that it arranges for overseas shipment and prepares 
the necessary shipping documents. GSA makes a charge for its sery- 
ices generally computed at 1% percent of the cost of the procurement, 
which is paid by ICA. Other United States Government agencies 
which handle procurement. of special equipment for aid receiving 
countries, arrange for overseas shipment directly with the supplier. 
Occasionally, ICA has the direct responsibility for arranging ocean 
transportation, for example in connection with relief programs. On 
shipments of surplus agricultural commodities we understand that the 
United States Department of Agriculture arranges both inland and 
overseas transportation. 

Military end items under the military assistance program are 
transported to designated United States port terminals generally 
operated by the military services. Such portions thereof as arranged 
with the recipient country are shipped by its flag vessels; this is usually 
very small. The bulk of overseas movement is administered by 
Military Sea Transportation Service (MSTS) which is the overseas 
shipping agency for the military services of the Department of De- 
fense. MSTS utilizes extensively the facilities of United States 
flae commercial operators in the overseas transportation of cargoes 
allocated to it by the military services; some shipme nts of special types 
of cargo or consigned to ports not served by commercial shipping , are 
moved in United States Government owned ships operated by MSTS. 

The Office of Transportation of ICA has a staff of some 20 employees, 
at a direct salary cost of close to $200,000. There are two principal 
divisions, the Cargo Division and the Transport Projects Division. 

The function of the Cargo Division is to assure compliance with 
the statutory requirement that 50 percent of ICA-financed cargo be 
shipped on United States-flag vessels. This division also renders 
technical advice and maintains data on the adequacy of transporta- 
tion media and the reasonableness of rates, and approves charters to 
be financed by ICA. 

The Transport Projects Division furnishes technical advice regard- 
ing assistance projects for foreign countries in the field of transporta- 
tion. It evaluates proposed projects and assists in implementing 
approved projects, including the recruitment of specialists for overseas 
service. The activity of this division is not related to the shipment of 
ICA-financed cargoes. 

It is apparent that the overseas transportation functions carried 
out by the Department of Defense, the International Cooperation 
Administration and the General Services Administration are not com- 
parable and thus do not afford a basis for comparison of the costs of 
their operation. 
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ANSWER TO QuesTION By Hon. James G. FuLToN on PURCHASES AT 
OrserR THAN Best OpTaINABLE Prices, IN ParticuLaR KorgEAN 
RELUCTANCE TO PRocurE From JAPAN 


During our field visit to Korea we became apprised of the reluctance 
of Korean Government agencies to purchase, or to approve the pur- 
chase by private importers of, commodities from Japanese sources. 
This reluctance was based on a general policy laid down by the Korean 
Government, which stems largely from the animosity created during 
the 40 years of Japanese occupation prior to 1945. 

Since the policy of ICA, and its predecessor agencies, requires that 
procurement of commodities financed with mutual security funds be 
on the basis of “lowest competitive market prices,’ and since nearby 
Japan frequently has been the source of the lowest available price, 
difficulties arose in reconciling the policies of the United States and 
Korea. This matter coming within the scope of our examination was 
reviewed by us in its overall implications, rather than on an individual 
transac tion basis. As we noted that the Office of Economic Coordina- 
tor in Korea, and ICA in Washington, recognized the problem, we in- 
quired as to the steps taken to assure compliance with agency procure- 
ment policy and pertinent agency regulations. The agency did not 
deem it advisable to enforce its regulations, by refusal to finance pro- 
curement-from other countries where Japan would have been the 
lowest source, or by demanding refunds. There is no single place in 
the agency’s files where documentation on failure to buy from Japan 
would be readily available, this decision being one of the Korean Gov- 
ernment, and appropriate data would have to be found under the 
particular jurisdiction of the Korean Office of Supply (for government 
procurement) and the Bank of Korea (for private commerce “ial procure- 
ment). We did not examine the files of these Korean agencies. 

The following are significant events in the course of United States 
efforts to persuade the Korean authorities to adhere to ICA policy of 
worldwide procurement at best available prices. 

November 17, 1954 

The minutes of understanding signed by United States and Korean 
representatives on this date (see GAO report, p. 43), included an under- 
taking by the Korean Government that procurement of goods under 
the aid program would be made at the most competitive world price 
in non-Communist countries wherever such goods of the required qual- 
ity can be obtained. It was understood that this provision applied 
specifically to procurement in Japan. 

June 24, 19565 . 

The Office of Economic Coordinator in a letter to the Bank of 
Korea called attention to the issuance of import authorizations for 
rayon yarn at prices higher than those available in Je apan and pointed 
out that this action was contrary to the minutes of understanding 
signed in November 1954. The bank replied on November 25, 1955, 
that it interpreted United States pricing policy to permit purchases 
anywhere as long as the price paid was not in excess of lowest price 
available in the United States. Thereupon, ICA explained that its 
policy favored lowest competitive price in the world market with no 
limitation to United States sources. 
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September 1956 

The Acting Controller of the Office of Economic Coordinator stated 
that controller functions—to assure most economical and effective use 
of aid finds—could not be properly exercised because of, among 
other reasons, the refusal of Korea to buy from Japan. 


January 1956 


A conference held in Seoul between Korea and United States officials 
for the purpose of speeding up the implementation of the aid program 
covered the widening of procurement sources as one of the problem 
areas requiring better understanding by Korea and calling for im- 
provement. 


March 5, 1956 

The Office of Economie Coordinator requested the Bank of Korea to 
give appropriate consideration to lowest competitive prices for pur- 
chase of synthetic yarn under a procurement authorization issued by 


ICA. The bank replied unfavorably. 


Current status 

The problem has continued during 1956 with gradual progress being 
made by settlement on an item by item basis. Korea agreed from 
time to time to procure certain types of commodities from Japan; 
for example on May 2, 1956, the Korean Minister of Reconstruction 
informed the Economic Coordinator that Korea would procure, from 
than on, synthetic fibers and cement at the lowest possible prices, 
which meant the use of procurement sources in Japan. 

In our audit report, we have made reference to improvements in the 
attitude of the Korean agencies which have shown increasing coopera- 
tion in the matter. In discussing the problem with the economic 
coordinator during out field visit, we were informed that about 10 
percent of all aid goods financed by ICA for Korea are estimated to 
have originated in Japan, and that continuing improvement is noted 
in overcoming obstacles to procurement at lowest price. 


ANSWER TO Question BY Hon. JAmes G. FuLTON on EsrimMare oF 
THE Cost oF UNNECESSARY PROCEDURAL OR T'ECHNICAL CHANGES 
INVOLVED IN CONSTRUCTION OF FERTILIZER PLANT No. 1 


BRIEF DESCRIPTION OF COST INCREASES 


Our review of the project for the construction of fertilizer plant No. 

disclosed that ICA has been requested to approve the financing of 
successive substantial cost increases over and above original contract 
terms. 

The original contract was signed on May 13, 1955, between the 
Republic of Korea and MeGraw-Hydroe arbon, a youn venture of two 
American firms formed for the pu pose of undert aking this project. 
The contract then specified a ceiling of $19,555,000 for dollar costs 
to be financed by ICA, and a total of hwan, (local currency) costs 
equivalent to $3 million to be met from counterpart funds. 

By contract amendment dated July 13, 1956, the dollar funding 
was increased by $2 million and the hwan funding by the equivalent 
of $417,000 to provide for redesign of the powerplant. The original 
construction plans called for a powerplant operating exclusively on 
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imported oil; the Korean Government subsequently requested a power- 
plant which could utilize Korean anthracite coal. LCA emploved an 
engineering firm to study the conversion problem. ‘This firm, in con- 
sultation with McGraw-Hydrocarbon, estimated the additional costs 
for such items as the purchase of more costly steam generators, an- 
thracite and ash handling facilities and other items. On the other 
hand it was expected that the use of local coal would reduce Korea’s 
foreign exchange requirements for the importation of fuel oil, resulting 
in an estimated annual saving of $1 million. 

By letter dated October 25, 1956, the contractor submitted revised 
cost estimates calling for additional dollar funding of $9.1 million and 
hwan funding equivalent to $1.6 million. These cost additions are 
exclusive of royalty and license fee payments estimated at $470,590 
which ICA is committed to finance but did not provide for in the 
obligation recorded to date. bi ‘A obligated an additional $9 million 
prior to the close of fiscal year 1957. The funds are being provided 
from moneys previously te bis At by ICA for financing the construe- 
tion of a second fertilizer plant, which project was rece ently canceled. 
The appropriate contract amendment is still to be negotiated between 
the contractor, the Korean Government and ICA. 

Because of the practical limitations of our examination and the 
technical nature of the factors responsible for a large percentage of 
the cost increases, we are not in a position to express an Opinion as to 
how much if any of the estimated cost increases are attributable to 
procedural or technical changes which could have been avoided. It 
seems reasonable, however, that the absence of continuing manage- 
ment and consulting engineering services, which ICA had intended 
to procure since fiscé al year 1955 but had been unable to contract for 
until January 1957 (see p. 116 of our audit report), has deprived 
agency officials and the Korean Government of necessary technical 
advice for the fertilizer plant, as well as other projects in the industry 
program for Korea. Lacking qualified advisers, the two Govern- 
ments were hampered in making independent appraisals of the tech- 
nical and financial requirements of the project and its progress. 


SURVEY BY TUDOR ENGINEERING CO. 


This observation appears to be borne out by the findings of the 
Tudor Engineering Co. which was engaged by ICA to make a compre- 
hensive technical and financial review of the project after the agency 
had received notice in October 1956, of the proposed substantial cost 
increases. ICA instructed and authorized Tudor (1) to review the 
process of selecting McGraw-Hydrocarbon from among the various 
proposals for construction of the plant, (2) to study the revised cost 
estimates, compare them with the original proposals and determined 
the current status of the project, and (3) to employ a chemical engi- 
neer as a consultant to assist in the technical aspects of (1) and (2 

The Tudor Engineering Co. issued its evaluation report on April 11, 
1957, and presented its comments and recommendations, including a 
summary of the consultant’s findings. 
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CONCLUSIONS OF TUDOR ENGINEERING CO. 


The pertinent conclusions and recommendations may be sum- 

marized as follows 
The method used in the selection of MeGraw-Hydrocarbon. as 
the contractor was sound and fair. 

2. The original contract estimate understated cost requirements. 

The contract provided no incentives to economize. 

4. The project administration included no adequate system of 
checks or review to follow up on contract performance. 

5. Principal factors for cost increases were— 

(a) approved changes in design, 
(b) overgenerous provision for equipment and excess capacities 
added to all plant components, 
(c) uneconomical shipping, 
(d) price increases. 

6. Tudor concluded that there was no question as to the correctness 
of plant design or its ability to produce, under skillful operation, the 
quantity and quality of product guaranteed under the contract. 

Tudor recommended that the present cost-plus-a-fixed-fee contract 
be renegotiated as a fixed-price contract, with resonable incentive and 
penalty provisions. ICA should arrange for independent monthly 
checks in the field and at the New York office of the contractor. The 
contractor should present much greater detail in his monthly status 
reports. 

Tudor reported that it is impractical to redesign the plant and 
delete any of the excess capacities or spare equipment which would 
result in substantial dollar savings. Tudor warned that there was no 
assurance that the cost increases then requested would complete the 
project. 

The chemical engineer who was specifically instructed to prepare a 
reasonable cost estimate for a comparable plant quoted a figure of 
approximately $24 million, which allowing for cost esc ‘alation would 
be about $26 million. 


COMPARISON OF PRINCIPAL COST COMPONENTS 


The study by Tudor disclosed the following comparison of costs by 
principal components of the plant: 


| | 


Component | Original | Revised | _ Increase 
| estimate estimate | 

1) Am mia process plant... $5, 757, 800 $7, 480, 984 $1, 723, 184 
(b) Ure @ proce ssp slant oe > 4, 585, 900 5, 911, 446 | 1, 325, 546 
(c) Steam and powerplant 2, 664, 100 6, 427, 770 | 3, 763, 670 
(d) Water plant, buildings, utilities, outside facilities_ .- 3, 100. 250 3, 509, 712 | 409, 462 
(e) Items other than direct plant costs...............- 7 6, 446, 950 12, 394, 756 | 5, 947, 806 
Total construction cost (dollar and local curreney !)_._- 22, 555, 000 35, 724, 668 | 13, 169, 668 
(f) Royalties, licenses * : 153, 000 470, 500 17, 500 
IT ON civteme nies hte badin nas 23, 008,000 | 36,195, 168 | 13, 187, 168 

! Local currency costs included in the above estimates total $3 million and $5 million, respectively 


2 Not ineluded in the amount obligafed by ICA 
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Ammonia process plant.—The increase was due to further material 
requirements to allow for additional capacity, and to increased 
shipping costs. 

Urea process plant.—The principal cost element is the fixed price 
contract with the subcontractor, Vulcan Copper & Supply Co. 
This item was understated in the original estimate. There were 
further increases for training of Korean pe seit ocean freight, and 
contingency fee. 

Steam and powerplant.—In addition to the conversion costs of $2.4 
million approved by the amendment of July 13, 1956 (previously 
discussed), further equipment was proposed, such as an additional 
(third) boiler and an extra (third) generator for standby capacity. 
Also, there was substantial additional ocean freight. Joint investiga- 
tions by Tudor and OEC led to the conclusion that the third boiler 
and third generator should be deleted, at a net saving of $650,000. 
Tudor also found that certain recommendations regarding the firing 
system, previously made by Ebasco Services acting in an advisory 
capacity, had not been followed; Tudor recommended compliance 
with these recommendations. 

Items other than direct. plant costs.—The principal cost components 
are: 

(a) The original contract estimate did not include unloading, ware- 

housing, and transportation in Korea, as the contractor had Cost increase 

assumed that these costs would be borne by Korea $437, 000 
(b) Field supervision tripled, due to employment of a larger Ameri- 

can supervisory force working at higher wages. Tudor com- 

mented that the original estimate is indicative of deficient 

planning and estimating 1, 806, 000 
(c) Construction tools were estimated on the original assumption 

that equipment could be secured from United States Govern- 

ment agencies, but such equipment was subsequently not 

available __- é os 674, 000 
(d) An allowance for esc calation had been omitted from the original 

estimates. An appropriate allowance should have been pro- 

vided, particularly in view of the evident trend of rising prices 

both in the United States and Korea 1, 400, 000 
(e) The contractor had assumed that the Korean Government would 

provide temporary structures for housing personnel. This was 

not done and a substantial increase in estimated costs became 

necessary : 1, 385, 000 
(f) Other items (net increase) __- 246, 000 


Total eorth tt ci at bys : 5, 948, 000 


Fixed fee.—The fixed fee which was set at $980,000 in the contract 
has not been changed by any of the increases discussed above. 


FURTHER COST INCREASE 


We understand that ICA was advised under date of May 6, 1957 
of an additional increase in dollar costs approximating $4.3 million. 
This increase if it materializes would bring the total construction 
cost of this project (including local costs and royalty and license fees) 
to $40.5 million. 








